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ABSTRACT 

The Government Accounting Office (GAO) cond\2c\ed an 
examination of patterns and causes of fraud in Comprehensive^ 
Employment and Training Act (CETA) programs to determine how J) 
implementation of Job Training Partnership Act (JTPA) programs might 
be made less vulnerable to exploitation. GAO's investigation found 
that frand and abuse in CETA programs often occurred because of 
weaknesses in internal controls) particularly in accounting and 
reporting at the service delivery level. JTPA's programs are similar 
to CETA's in that most funds are spent by locally-based program 
delivery systems; thus, strong internal controls »t service delivery 
level are needed. A Department of Labor Inspector General (IG) audit 
of State system designs prior to JTPA implementation revealed 
numerous weaknesses in the procedures the States planned to use to 
ensure the adequacy of controls of service delivery area subgrantees. 
The IG recommended that Labor's Employment Training Administration 
(ETA) review all the States during the first few months of JTPA 
operations to determine whether planned procedures and controls were 
adequately completed and all necessary systems were implemented and 
working effectively. ETA's follow-up determined that nearly all 
critical State systems have been developed. As the Department of 
Labor monitors JTPA in the future, it should verify that the 
procedures have been fully implemented and work effectively. (CMG) 
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occurred because of weaknesses in internal controls, 
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delivery level. The Job Training Partnership Act (JTPA), a 
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locally-based program delivery systems. 

A Department of Labor Inspector General (IG) audit of state 
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UNITED States General accounting office 

WASHINGTON. 0.0. 20948 



ACCOUNTINa AND riNANClAI. 
MANAaSMINT DIVISION 



B-215774 



The Honorable Sam Nunn ^ 
Ranking Minor itv Member 
Permanent Subcommittee on 

Investigations 
Committee on Governmental 

Affairs 
United States Senate 

Dear Senator Nunn; ' " 

This report is in response to your letter requesting that we 
review fraud in the Comprehensive Employment and Trainintj Act 
(CGTA) programs to determine patterns and underlying causes. The 
purpose was to identify ways new job training programs, specifi- 
cally those under the Job Training Partnership Act (JTPA), should 
be organized and managed to prevent similar problems. The report 
identifies areas, based on a detailed analysis of CETA fraud cases, 
where the Department of Labor should focus its oversight of the 
states* implementation of JTPA programs to reduce the vulnerability 
to criminal exploitation. 

As arranged with subcommittee staff, unless you publicly an- 
nounce Its contents earlier, we plan no further distribution of 
this report until 30 days from the date of the report. At that 
time, we will send copies to the Director of the Office of Manage- 
ment and Budget, the Secretary of Labor, and other interested par- 



ties. 




Frederick D. Wolf 
Director 



REPORT TO SENATOR SAM NTINN, 
RANKING MINORITY MEMBER, 
PERMANENT SUBCOMMITTEE ON IN 
VESTIGATIONS, COMMITTEE ON 
GOVERNMENTAL AFFAIRS, 
UNITED STATES SENATE 



STRONG INTERNAL CONTROLS AT 
SERVICE DELIVERY LEVEL WILL 
HELP PREVENT CETA-TYPE FRAUD 
AND ABUSE IN JOB TRAINING 
PARTNERSHIP ACT PROGRAMS 



D I^ G E S T 

This report responds to a request from the Ranking 
Minority Member, Permanent Subcommittee on Investi- 
gations, Senate Committee on Governmental Affairs, 
that GAO conduct an examination of fraud in fed- 
erally sponsored employment and job training pro- 
grams. He asked that GAO identify patterns and 
^ ( ' causes of fraud in the Comprehensive Employment and 

Training Act (CETA) programs and determine whether 
the Job Training Partnership Act (JTPA) programs 
, wMl have similar vulnerabilities to criminal ex- 
ploitation. 

CETA programs, which expired September 30, 1983, 
were the nation's largest and most costly employ- 
ment_-and job training programs. From 1973 to 1983, 
funding exceeded $60 billion. 

JTPA replaced CETA on October 1, 1983. Its pur- 
pose is |o prepare youth and unskilled adults for 
entry into the' labor force and to provide job 
training to economieally disadvantaged individuals 
and others facing serious barriers to employment. 
About $2,8 billion was appropriated for these pro- 
. grams during the initial 9 month transition period, 
October 1, 1983, through June 30, 1984. Funding 
for the first full program year, July 1, 1984, 
throuoih June 30, 1985, exceeds $3.6 billion. 

Unlike CETA, the new program relies heavily on the 
private sector to determine the skills needed and 
the best approach for training participants. Also, 
under JTPA the 57 states and territories replaced 
cities, counties, and consortia as the grantees re- 
sponsible for direct oversight of the subgrantees. 
An important similarity between JTPA and CETA is 
that most funds are spent at the local level by 
locally-based program delivery systems. 

FRAUD AND ABUSE 

IN THE CETA PROGRAM 

GAO' 8 analysis of a sample of CETA fraud cases for 
fiiical years 198^ and 1982 showed that fraud and 
abuse : 
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— Was most often detected in the CETA Classroom/ 
On-the-Job Training and Transitional Employment, 
Public Service Employment, and Youth Programs 
(Titles II, VI, and IV, respectively). (See page 
5.) 

— Most often occurred at the subgrantee level and 
primarly involved subgrantee personnel or CRTA 
participants. (See page 7.) 

The fraud and abuse that occurred in CETA resulted 
largely because of weak internal controls in the 
accounting and reporting functions of the organiza- 
tions providing CETA services. For example: 

— A subgrantee employee was able to embezzle almost 
$42,000 because he had complete control over the 
entire, payroll process, (See page 11.) 

— A subgrantee chief financial officer was able to 
embezzle almost $750,000 over a 3-year period be- 
cause of lac)c of separation of duties. (See page 
11.) % 

GAO also noted that the Labor inspector general 
(IG) could better inform the Congress and agency 
head about fraud and abuse if improvements in his 
fraud data base were made. Specifically, his in- 
formation system 

— did not include the results of investigations 
conducted by state and local prosecutors, and 

— did not always specify the type of fraud or abuse 
that occurred or whether a conviction resulted. 
(See page 12.) 

MONITORING JTPA PROGRAMS TO ASGURri EFFECTIVE 
CONTROLS AT THE SERVICE DELIVERY LEVEL 

Adequate internal controls are important at all 
levels but especially at the service delivery level 
under JTPA to assure that job training funds are 
adequately safeguarded from fraud and abuse. In 
keeping with its role to oversee the states' com- 
pliance with the act. Labor took some positive ac- 
tions to assure the adequacy of controls prior to 
JTPA implementation. 

In August 1983, Labor's IG audited the JTPA imple- 
mentation plans of each of the 50 states and seven 
other entities. The IG's audit found numerous 
weaknesses in the states' plans to assure the ade- 
quacy of controls of their service delivery area 
subgrantees. For example: 



— Twenty-five of the 57 systems needed improvement 
in preparing clear and enforceable contracts or 
grants with service delivery entities, 

— Thirty-nine of the systems needed improvement in 
both monitoring and auc^iting Lhe financial and 
programmatic performance of subgrantees. tSee 
pages 14-15.) 

The IG recommended that Labor's Employment and 
Training Administration (ETA) review all the 
states during the first few months of JTPA opera- 
tions to determine whether planned procedures and 
controls were adequately completed and whether all 
necessary systems were implemented and working ef- 
fectively. (See page 15.) 

ETA followed up on the IG's audit and found that 
nearly all critical systems have been developed 
but at the time of GAO's audit ETA had not yet 
verified that the procedures were fully implemented 
and working as recommended by the IG. (See page 
15.) 

CONCLUSIONS AND OBSERVATIONS 

GAO does not make recommendations in this report 
because of the relative newness of the JTPA. The 
conclusions and observations are based on lessons 
learned from CETA. 

The fraud and abuse problems that hampered the ef- 
fectiveness and adversely affected the public per- 
ception of CETA were due largely to weak internal 
controls primarily in the Accounting and reporting 
functions at the subgrantee level. While JTPA dif- 
fers from CETA in many respects, under both acts 
funds are spent by locally-based service providers. 

GAO believes that ETA must assure itself that the 
controls at the JTPA service delivery level are 
adequate to prevent fraud and abuse. To attain 
this assurance, future monitoring by ETA should 
verify that the state procedures to review the ade- 
quacy of subgrantee controls have been fully imple- 
mented and are working effectively. (See page 16.) 

GAO also believes the Labor IG could more effec- 
tively fulfill his responsibility to report fraud 
to the agency head and the Congress if his data 
base included cases investigated by local prosecu- 
tors, and if it is updated with information 
gathered during an investigation so that fraud- 
related data will be properly classified. 
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AGENCY COMMENTS 



In commenting on a draft of this report, Labor in- 
dicated that a compliance review system that is 
responsive to GAO'a concerns about future oversight 
is being established. It will address pertinent ' 
functions such as financial and cash management, 
state monitoring systems and audit plans, manage-^ 
ment information systems, procurement management, 
program limitations, eligibility determinations, 
and grievance procedures. While the Qort^liance re- 
view will focus on state systems. Labor also indi- 
cated that it will conduct sample reviews at the 
service delivery level to verify that the states' 
requirements are in fact in place and functioning. 



In response to GAO's concerns about the weaknesses 
in the IG fraud data base. Labor indicated the sys- 
tem has been refined to ensure that the type of 
fraud or abuse occurring is accurately classified 
and cases are tracked through final disposition. 
Labor also stated that while the GAO suggestion to 
include data on case^ investigated by state and lo- 
cal officials has merit, there is no feasible way 
to be aware of all fraud cases, or to capture the 
data, unless the Labor IG is' involved in the inves- 
tigation. 

.While GAO recognizes that it may be difficult to 
obtain information on every case, the IG's data 
base would be greatly enhanced if information on 
JTPA fraud and abnse. obtained from various sources 
was included. ETA'-^ incident reporting system 
requires the states, service delivery areas, 
recipients, subrecipients, and Labor officials to 
report all instances of JTPA fraud and abuse to the 
Labor IG. This system and other sources of 
inforjnation could provide leads on JTPA fraud and 
abuse cases investigated by others. These cases 
could be monitored by the IG. (See pages 16-18.) 
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CHAPTER 1 



INTRODUCTION 



The Ranking Minority Menter, Permanent Subcommittee on Invrest- 
igations, Senate Committee on Governmental Affairs, requested that 
we review fraud in the Comprehensive Employment and Training Act' 
(CETA) programs to determine patterns and underlying conditions 
that allowed fraud to occur. The Senator noted that the frequent 
and highly publicized allegations o'f fraud in CRTA adversely af- 
fected its public support and significantly damaged the progr.am'.* 
Consequently, the Senator is interested in ways new job training- - 
programs, such as the Job Training^ Partnership Act (JTPA), effec- 
tive October 1, 1983, should be organized and managed to reduce 
their vulnerability to criminal exploitation. We^ were also re- 
quested by subcbmmittee staff to identify CETA fraud pases not 'in- 
cluded in the 'data base of tfie Department of Labor (Labor) ins|i^c- 
tor general (IG). ' ' 



BAC KGROUND - , • 

* . • 

CETA programs provided job training and job? for millions of 
economically disadvantaged, unemployed, and underemployed people . 
„ Prom CETA's inception in December 1973 to its termination on Sep- 
tember 30, .1983, over $60 billion was spent on the programs ad- 
ministered by Labor's Employment and Training Administration (RTA). 
In fiseal year 1983, ETA provided grants to over 470 state and lo- ' 
cal governments (called prime sponsors) for designing, managing, 
and sometimes carrying out local employment and training programs. 
States, and cities or counties with populations of at least 
100, OdO, were eligible for grants directly frcfin ETA. Consortia of 
"smaller local governments could qualify as grantees ot be served by 
the state government. Most prime sponsors divided the.ir grants 
among public and private organizations, "subgrante^s, " that pro- 
vided most of the actual training an^^mployment. An estimated 
50,000 or .more subgrantees participateB^in clfeTA programs. 

ETA officials reviewed and evaluated the prime sponsors' and 
subgrantees' performances by - 

— using periodic reports to make an annual assessment, 

— conducting periodiq on-site monitoring^ and 

— requiring periodic financial and compliance audits. 

^ Audit reports prepared by state auditors or public accounting firms 
were reviewed to determine whether the audits were 'properly per- 
formed and grantee opera^pns Ulcere being carried out properly.. 

Wh^ile JTPA's goals are similar to those of CETA, many of the 
means to achieve them* have, changed . Under JTPA, the 57 states and 
territories refilaced cities, counties, and consortia as the 

* 
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grantees responsible for direct oversight of the subgrantees. In 
additioi^, ptivate-.lndustry has a large role. Governors must 

—establish an advisory state job training coordination coun- 
cil, 

— designate geographic areas as the ".Service Delivery Areas" 
(SDAs) where programs will be est.ablished , and 

— certify a "Private Industry Council'' (PIC) for each SDA. 

PICs play a key rble in JTPA because they are responsible for 
SDA monitoring and oversight, setting policy, and providing guid- 
ance with respect to activities relating to the job training plan 
in the SDA. All of this is done in partnership with local govern- 
ment organizations within the SDA. The PIC and the local govern- 
ment officials must determine the process for selecting the service 
providers, including how the selection will be made, and by whom. , 
The service providers can be the PIC, a unit of local government 
within the SDA, a profit or non-profit private organization or cor- 
poration, or any other entity. 

The ETA monitors the JTPA programs and administers, at the. 
national level, special jobs and training programs foy Native 
Americans, migrants, and other groups with special employment 
needs. Activities authorized under JTPA will operate on a "program 
year." of July 1 through June 30 rather than the standard federal 
fiscal year (October' 1 - September 30). JTPA programs operated 
initially under a 9-month appropriap^^n of abopt $2.8 billion for 
the period October 'l , 1983, through June 30/ 1984. JTPA's appro- 
priation for program year 1984' totaled $3.6 billion, with about 
$2.8 billion' allocated tc state-run programs and $800 million to 
federal lev^l pi?ograms. (See appendixes II and III for both CETA 
and JTPA organizational charts.) 

OBJECTIVES, gCOPE, AKD METHQDOLOGY 

" The objectives of our examination were to (1) analyze certain 
. characteristics of fraud. in the CETA program, (2) determine the 
underlyinij causes or management weaknesses that allowed fraud and 
abuse to occur, and (3) ascertain whether adeguate attention had 
been given to the causes of CETA fraud in implemen^ting JTPA. 

To analyze the characteristics of CETA fraud,, we selected 
from the records of Labor's IG cases which were opened during fis- 
cal years 1981 or 1982^ and closed as of January 31, 1983. From 
this universe- of 287 cases, we' selected 154 cases (54 percent) for 
further review. We o chose cases investigated in the Atlanta, 
Dallas, rSan Francisco^ and New York regions. The first three re- 
gions were chosen because they had the largest number of cases 



ICETA outlays for these years totaled $7.7 and $4.1 billion, ife- 
spectively. 
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investigated during this time period — 26, 50, and 62, respectively. 
The New York region was chosen because the 16 cases it investigated 
appeared ,to be inordinately small. 

After talking with selected state and local prosecutors, we 
identified 35 fraud cases which had been investigated by New York 
City officials during the same period under review but were not in- 
cluded in the IG's data base. Prom those, we included in our re- 
view- 19 where specific dollars loot or misused were identified. 
Accordingly, we analyzed 173 out of a universe of 322 cases. 

. To determine the underlying causes of CETA fraud we first 
analyzed tfie cases selected for review to determine if they were 
substantiated. (For purposes of this review a substantiated case 
is one where problems were uncovered, such as criminal activity, 
abuses resulting from misuse olTfunds, or violations of CETA regu- 
lations..) We identified a total of 117 substantiated cases; 98 in- 
vestigated by the IG and 19 investigated by New York City offi- 
cials. 

To identify the characteristics ot each case, we reviewed in- 
vestigative case fil^s, interviewed IG investigators, state and lo- 
cal CEIfA representatives, and New York City officials, as well as 
ETA of f icials, who were responsible for monitoring CETA grantees. 
We reviewed each case to determine the type of fraud or abuse, 
where it occurred, who committed it, how much money was lost or 
misused, how many convictions were made, and which CETA titles and 
programs were most affected. In addition to reviewing the case 
files to determine underlying causes, we reviewed grantee audit 
reports and interviewed ETA and IG officials,* as well as state and 
local officials who. were irtvolved in the CETA programs being inves- 
tigated. 

With regard to the implementation of JTPA, we reviewed the 
Labor approved Governor's Coordination and Special Services Plan 
for each state, held discussions with ETA and IG officials, and 
visited eight states — Georgia, Florida, Texas, Louisiana, Cali- 
fbrnia, Nevada^ New York, and New Jersey — to discuss their imple- 
mentation plans. We also reviewed the results of the IG's review 
of the states' JTPA d'^velopment plans to determine if weaknesses 
existed in state systems for managing JTPA operations. 

Our review was performed in accordance with generally accepted 
government auditing standards. We are not making recommendations 
in this report because of the relative newness of the JTPA program. 
However, we do present our conclusions and observations based on 
lessons learned, from the CETA program and Labor's efforts to assure 
the adequacy of controls und^r JTPA. 

a 
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CHAPTER 2 
FRAUD AND ABUSE IN THE CETA PROGRAM 



Our analysis of 117 substantiated investigations revealed both 
the characteristics of CETA fraud and abuse and some of the under- 
lying causes. Our review also showed that the IG could more effec- 
tively fulfill his reporting requirements under the IG act if his 
data base included information on fraud cases investigated by local 
officials and more accurately depicted the results of IG investiga- 
tions. 

CHARACTERISTICS OF 
CETA FRAUD AND ABUSE 

We categorized CETA fraud and abuse by title, type, where the 
fraud occurred and who committed it, length of time ongoing, dol- 
lars lost or misused, and the number of convictions obtained. We 
found that fraud and abuse in the CETA cases we sampled 

— was most often detected in CETA Classroom/On- the- Job Train- 
ing and Transitional Employment, Public Service Employment, 
and Youth Programs (Titles II, VI and IV respectively), 

— most often involved false statements made by contractors 
and training recipients, violations of CETA regulations, and 
embezzlements, 

— most often occurred in organizations providing CETA-related 
services and involved subgrantee personnel and CETA recipi- 
ents, 

— often continued for extended periods of time, 

—resulted in convictions in about 30 percent of the cases re- 
ferred for prosecution, and 

— involved about $6 million lost or misused. 
Titles and programs most affected 

Chart 1 shows the CETA programs with the highest percentage of 
fraud and abuse. 



CHART 1 

PERCENT OF 117 CETA FRAUD AND ABUSE CASES BY TITLE 
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The fraud and abuse in most of the Title II cases (46 out of 
47) occurred in two programs — services for the economically dis- 
advantaged (32 cases) and transitional public service employment . 
(14 cases). The former involved services such as classroom and on- 
the-job training as well as job search assistance and other support 
activities. These CETA services most closely resemble those being 
provided by the state-run programs under JTPA. The latter involved 
employment in i^blic service for economically disadvantaged indi- 
viduals who lacked the necessary skills and/or experience to enable 
them to successfully compete in the labor market. This program 
combined public service employment with other employment activities 
including employability counseling and job search assistance. 

Title VI, Public Service Employment, which accounted for the 
next highest concentration of fraud and abuse (23 percent), was es- 
tablished to provide temporary employment in the public sector for 
unemployed eligible persons during periods of high unemployment. 
Under this title. Labor funded employment in state and local gov- 
ernments where participants could obtain training and counseling. 
Most of the funds were used for wages and fringe benefits. 

About 21 percent of the fraud and abuse cases occurred in the 
Title IV Youth Programs of CETA. Within this title, the Job Corps 
and Summer Youth Programs had the largest number of cases totaling 
13 and 9, respectively, with the remaining 2 cases occurring in 
demonstration programs. 

Approximately 9 percent of the fraud and abuse cases we re- 
viewed occurred in CETA Title III. Ten out of 11 of these cases 
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occurred in programs providing training and employment services for 
Native Americans, migrant farmers r and older workers* 

Types of fraud and abuse 

We found that the most prevalent types of wrongdoing identi- 
fied in the investigations involved false statements, embezzle- 
ments, misuse of CETA funds or employees, and other violations of 
CETA regulations. As shown in chart 2, these activities accounted 
for over 90 percent of all the cases. 



CHART 2 

PERCENT OF 117 CETA FRAUD AND ABUSE CASES BY TYPE 
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False statements, which accounted for 33 percent of the cases, 
were given by contractors and participants. Contractors, providing 
training-related services, committed half of these violations by 
submitting false information about costs, such as payroll, pur- 
chases, and travel expenses. One subgrantee, or contractor, sub- 
mitted for reimbursement ficticious information concerning gasoline 
and other automotive expenses. 

Embezzlement was found in about 23 percent of the cases re-r 
viewed. In one case an employee of a subgrantee devised a method . 
to transfer $12,720 in CETA funds into a non-CETA bank account of 
the local public school system. The employee, over a 10-month 
period, cashed checks on the account for $11,226 and converted the 
funds to her personal use. 

Violations of CETA regulations* such as nepotism, conflict of 
interest, commingling of funds, and improper procurement practices. 



made up about 23 percent of the cases we reviewed. One case in- 
volved a subgrantee who entered into sole-source agreements with a 
leasing company for equipment, computer software, and services for 
a research and devejopment project, in violation of CETA regula- 
tions regarding competitive leasing. Moreover, a potential con- 
flict of interest existed in these transactions because members of 
the leasing company's board of directors were also on the subgrant- 
ee' s board of directors. Because of these infractions, costs to- 
taling $50,396 were disa^3.1owed . 

Misuse of CETA funds or employees accounted for about 12 percent 
of the cases. This kind of activity was discovered at one sub- 
grantee site when the director resigned the day after a routine in- 
vestigation was announced. The investigation disclosed that CETA 
funds were used for loans and advances to employees. The same in- 
vestigation revealed that accounting records had not been posted 
for almost 6 months, bank reconciliations had never been made, and 
there were poor controls over the recording of time worked. 

Where fraud and abuse occurre d 
and who committed it 

« 

We found that fraud and abuse was most often committed at the 
level where CETA services were actually provided and primarily by 
the employees of organizations providing services. About 55 per- 
cent of these instances involved subgrantee employees ; about 
21 percent, training participants; and 14 percent, grantee person- 
nel, as shown in chart 3. 



CHART 3 

PERPETRATORS OF CETA FRAUD AND ABUSE 





Qrantea Employ«e8 



Participants 



Othar/Unknown 



Total Caaas 



117 (100%) 



64 (54.7%) 



25 (21.4%) 



17 (14.5%) 



11 (9.4%) 
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Time elapsed and coats 

of fraud and abuse ^ 

ext^ndI^"lJ?f^^^"!®*.f" ^^^^ program often went undetected for 

extended periods of time. In almost 55 percent of the 103 cases 

tJnSld^Lr^iin^'^Ti"" time, elapsed, fraud and abise had con- 
tinued for seven months or more. In addition, over 40 percent con- 
nt^^t"^ for a year or more, at a cost of almost $4!8 milltoS! iS 
moused? ' " $343,000 was Jost Sr 

for lona na.J^L'^^rif^^^w*'^^*^ ^^^"^ Sometimes continued 

fvLi?2^ periods of time because of weak internal controls. For 
example, in one case a subgrantee executive director forqed 11 
checks totaling over $3,700 during a 3-year period Audits con 
ducted during this period continually pointed ou? lax maiaqemen^ 
practices and inadequate internal controls over expe^di?Sres ?n 
another case involving the embezzlement of $2!600 in trave! iunds 
over almost a 2-year period, auditors found that contrI?v to aen 

roa. ^0^"^?'^^^^^°?"^^"^ procedures, air fa?e receJp?7were^no; 
required prior to reimbursement of travel costs. 

^« 4. l^l of the 117 cases of fraud and abuse for which the 
costs had been estimated, about $6 million was lost or misused As 
shown in chart 4, most (97 percent) of the losses occurred in pro- 
grams under Titles li, IV, and VI. "^^urrea in pro 

CHART 4 

DOLURS (MILLIONS) LOST/MISUSED BY CETA TITLE 




r~ 1 Title II 

' Classroom/On-Ths-Job 

Training (22%) 

Public Service Transitional 
Employment (16%) 



$2.20 (37.9%) 



Title IV 
Job Corps 



Title VI 



$2.20 (37.9%) 



Public Service Employment 



Other 



$1.20 (20.7%) 



$0.20 (3.4%) 



Total 



$5.80 (1S0%) 
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With regard to the types of fraud and abuse that resulted in 
misuse or loss of dollars, we found that violations of regulations 
accounted for almost $3.7 million, or 65 percent of the dollars. 
Embezzlements resulted in about 14 percent, improper use of funds 
or employees accounted for about 10 percent, and false statements, 
about 8 percent. . 

CETA fraud donvictions 



Out of the 117 substantiated investigations, 66 were referred 
for prosecution. Of these, 35 were accepted, resulting in 22 con- 
victions with 8 actions pending at the time of our review. The 
following table shows the convictions by type of fraud and abuse in 
those 22 cases: 

Type of fraud Cases with 

and abuse convictions 

Embezzlements 12 

False statements 4 

Improper use of funds 5 
Theft 

Total 22_ 

In the 21 convictions for which data regarding the role of the 
perpetrator were available, we found that convictions were obtained 
against subgrantee employees in 15 cases, participants in 3, and 
grantee employees in 3. 

UNDERLYING CAUSES OF 
CETA FRAUD AND ABUSE 

The instances of fraud and abuse reviewed in our study re- 
sulted largely because of weak internal controls within the organi- 
zations delivering CETA services, primarily in the accounting and 
reporting functions. 

Internal controls are the plans of organization, the methods, 
and procedures used by management to ensure that resource uses are 
consistent with laws, regulations, and policies; that assets and 
other resources are safeguarded against waste, loss, and misuse; 
and that revenues and expenditures are recorded and accounted for 
properly so that reliable financial and statistical reports may be 
prepared and accountability of the assets maintained. Good inter- 
nal controls serve as checks and balances to prevent fraud, waste, 
and abuse. They should not be viewed as separate, specialized sys- 
tems, but tather as an integral part of each system that management 
uses to regulate and guide its operations. In this sense, internal 
controls are management controls. 
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Previous GAO reports2 have pointed out that weak internal 
controls made CETA susceptible to fraud, waste, and abuse. More- 
over, a joint Labor IG and ETA study on the history of CETA showed 
that management and administration of CETA had received severe 
criticism because of fraud, waste, and abuse problems. The study 
indicated that very little attention had been given to management 
systems and financial controls because the pervasive attitude of 
program officials was to get the money out and worry about program 
management later. ^ 

Internal controls can be described by the function performed, 
such as the grant award process, eligibility determination, ac- 
counting and reporting, monitoring, and auditing. Chart 5 shows 
the distribution of the 98 internal control weaknesses we identi- 
fied in 70 (60 percent) of the 117 cases studied. 



CHART 5 ' 

CETA INTERNAL CONTROL WEAKNESSES, BY TYPE 




Accounting and Reporting 63 (64.3%) 



Grant Awards 
Auditing 

Eligibility Determination 

Monitoring 

Total 



3(3.1%) 
3(3,1%) 

14(14.3%) " 
15 (15.2%) 
-98 (100%) 



As noted in chart 5, accounting and reporting weaknesses con- 
stituted 64 percent of the control problems leading to fraud and 
abuse. The accounting and reporting category includes accounting 
for, documenting, and reporting on appropriate transactions. It 
includes procurement, management of cash and other negotiable in- 
struments, property management, payroll, and travel. Within the 



2 weak Internal Controls Make the Department of Labor and Selected 
CETA Grantees Vulnerable to Fraud, Waste, and Abuse , AFMD-8'1-46, 
March 27, 1981; and Improvements Can Be Made in the Fiscal 
Management of CETA , HRD-82-53, April 8, 1982. 

^ Audit, Fraud, Abuse, Management Problems in CETA; The Past, the 
Present and the Future, Feb., 1982. 
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accounting and reporting category, the most problems were found in 
controls over payroll-related activities, cash and negotiable in- 
struments, and procurement, as chart 6 shows. 

CHART 6 

• ACCOUNTING AND REPORTING WEAKNESSES BY TYPE 




Weaknesses in payroll-related activities constituted almost 
40 percent of the accounting and reporting weaknesses. An example 
of what can result from weaknesses in this area involved a sub- 
grantee counselor who, because of a lack of separation of duties, 
was able to steal almost $42,000 in CETA funds. The counselor had 
complete control over the payroll process, including initiating the 
issuance of checks, completing time and attendance reports, picking 
up the checks from the prime sponsor, and distributing them to par- 
ticipants. The counselor added nonexistent participants to the 
payroll and cashed the checks issued to them. 

An instance that demonstrates poor controls in the next most 
predominant category of weaknesses, management of cash and negoti- 
able instruments, also resulted because of a lack of separation of 
duties. A subgrantee chief financial officer was able to embezzle 
about $750,000 over almost three years by forging a supervisor's 
name, altering checks after they were signed, or completing checks 
that were presigned for emergency purposes. He was also responsi- 
ble for reconciling the monthly bank statement. 

An example of a procurement weakness involved the purchase of 
computer equipment. A grantee employee purchased over $260,000 
worth of computer equipment by handling the entire transaction him- 
self, from placing the order, through payment of the vendor. In 
another instance, this same grantee purchased over $43,000 worth of 
equipment which was used primarily for non-CETA purposes. In 
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addition to not segregacing purchasing duties, the grantee violated 
, both Labor's and its own procurement regulations which required 
prior approval by a Labor grant officer of equipment purchases over 
$1,000. 

IMPROVEMENTS NEEDED IN FRAUD DATA 
BASE OF LABOR INSPECTOR GENERAL 

The Labor IQ did not have a reliable data base on fraud cases 
in the CETA program. This weakness, if continued under JTPA, could 
adversely affect the program's implementation because, although 
states a(3minister the new jobs program, the Labor IG is responsible 
under the Inspector General Act of 1978 (Public Law 95-452) for 
preventing and investigating fraud and abuse in all Labor programs, 
as well as reporting this to the Congress and the agency head. 

The computerized fraud data base of the Labor IG, established 
in 1979, V includes only information on cases investigated by the 
IG's office. We found, for example, that the 35 CETA-related New 
York City fraud cases investigated by city officials were not in- 
" eluded. In dollar value, these cases were more significant than 
the JG investigations conducted in the New York region during the 
same time period, in the 19 non-iG cases where monetary value 
could be determined, almost $1 million was lost or misused, while 
the 16 IG cases represented about $100,000. When we discussed this 
with a high-level IG official, we were advised he was not aware of 
these cases and that similar situations may exist in other* large 
cities where the agency has had difficulty in hiring investigators. 

We also found that the data on IG investigations did not 
always specify the type of fraud or abuse that occurred and whether 
a conviction resulted. Over one-third (99 of the 287) of the cases 
we reviewed did not have the type of fraud listed; "other" was fre- 
quently used. We also found 5 out of 21 convictions in IG cases 
(24 percent) had npt been noted in the data base. 

We were informed that the IG invest igatiors are now in the pro- 
cess of correcting thi« oversight. In those cases where conviction 
data was inaccurate, w« were told that IG staff routinely update 
conviction data quarterly. However, feedback on convictions is not 
always provided to th<i IG by those prosecuting the cases. We sug- 
gested to the Assistant Inspector General for Investigations that 
his data base on fraud cases could be enhanced by including and 
tracking JTPA fraud investigations initiated by state and local of- 
ficials. 

In commenting on a draft of this report. Labor stated that 
while this suggestion had merit, there is no feasible way to be 
aware of all fraud cases and to capture the data unless the Labor 
IG was involved in the investigation. While we recognize that it 
may be impossible to obtain information on every case, the IG's 
data base would be greatly enhanced if information obtained from 
various sources, such as the ETA incident reporting system, was 
used. . 
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CHAPTER 3 

MONITORING JTPA PROGRAMS TO ASSURE EFFECTIVE 

CONTROLS AT THE SERVICE DELIVERY 'lEVEL 

The Job Training Partnership Act requires oversight and moni- 
toring at the federal » state, and local levels. Labor must monitor 
compliance by the states, and states must assure that effective in- 
ternal controls are operating at both the state and local levels. 
In addition, various organizations within each sta.te, including 
PICs, chief local elected officials, and the state job training 
coordinating councils, must monitor and oversee the local operation 
of JTPA programs. Essentially, the Secretary of Labor is author- 
ized to investigate any matter deemed necessary to determine the 
extent of recipients' complijance with the JTPA. Section 163 of the 
act states that the secretary "is authorized to monitor all recipi- 
ents of financial §issistance under this act to determine whether 
they are complying with the provisions of this act. ..." 

The JTPA requires strong internal controls with specific over- 
sight responsibilities for states. Section 164(a)(1) stipulates 
that "each state shall establish such fiscal control and fund ac- 
counting procedures as may be necessary to assure the iproper dis- 
bursal of, and accounting for, federal funds. ..." In addition, 
the legislation requires the chief local elected officials, the 
private industry councils, and the governors, to review and approve 
local controls of SDA organizations described in job training 
plans. These plans should include, among other things, as spelled 
out in section 104 of the JTPA, "fiscal control, accounting, audit, 
and debt collection procedures to assure the proper disbursal of 
and accounting for funds. ..." The law further states that the 
"governor shall not approve job training plans if he finds inade- 
quate safeguards for the protection of funds. 

While the JTPA gives the states primary responsibility to ad- 
minister the programs, it recognizes and requires that the Labor 
inspector general perform his duties under the IG Act of 1978 (Pub- 
lic Law 95-452). He is responsible, in part, for 

— conducting and supervising investigations of agency opera— 
tJons, 

—providing leadership in developing and coordinating activi- 
ties to prevent fraud and abuse, 

— recommending policies to prevent and detect fraud and abuse, 
and 

— keeping the agency head and the Congress fully informed of 
problems and deficiencies. 

In carrying out his responsibilities, the Labor IG conducted a 
review just prior to JTPA implementation to determine if the states 
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?roi f^JuH l^T^ to comply with the act and to safeguard funds , 
1eS?i^I«" 'M?^J«'/I?f "^^^ IG's^udit had three primary ob- 

i determine if procedures for monitoring SDA grant 

w??h provider is were adequate to ensure compliance 

with the JTPA, (2) to determine if procedures and controls for 
S!J o^^JiS* adequate, and (3) to determine if the states 

^SLr??^"''^^ and controls in effect to ensure that audits of " 
ffnSf! ^""^ their SDAs were promptly and adequately made, audit 
findings were promptly and appropriately resolved, and audii re- 
to the''«5^fJSr?f''^^J^iy distributed. The IG's audit was limited 
oLJaL ^rtr states planned to use and' it did not include ' 
nlllT^ service delivery level. The audit disclosed weak- 

nesses in planned operations which, if left uncorrected, could're- 

iri: fr'lud%^"d"abu%:''' ""'^ '"'^'^ "^'^ adequately protected 

f«„^/^®^^?u^^^"®*^ ^" individual report on problems he 

-fff? o^*"^ corrective action recommended. IG officials tpld us 
w^r*. ^^J^ generally agreed to correct the problems noted but 'they 

r:ct ^he' prSbU^s.'" '"^"^^^'^ ^^^"^ 

Many of tba problems the IG noted were similar to problems 
found in the C ETA programs. In the area of subgrantee oversiaht 

m«ny^nT'^^^^" ^IV .""^ ^^^^^^^ needed Im^rovS J^ 

qnA «uLr;^.f"^^'^S^ financial and programmatic perfomaiSe 
ot SDA subgrantees. For example, one state had not developed 

—specif ic review guides for evaluating SDA monitoring activi- 
ties (auditing, financial management, eligibility, matching, 
property, electronic data processing, and contracting); . 

—self-evaluation procedures to address planning reviews, re- 
view guides, reporting, resolution, and follow-up; 

'"'"rofi?nI!?«^''°S®??^®® ^° address the type of audit, reporting, 
resolution, fol{Low-up, debt collection, and organizational 
structure; or 

•a 

—procedures requiring prompt corrective actions when system 
weaknesses are identified, or prompt notification of the 
Labor ig when fraud is disclosed. 

state's written monitoring procedures needed strength- 

—desk reviews of financial and statistical reports, 

—survey questions on financial management, eligibility of ^ 
participants, matching requirements, and electronic data 
processing, and 

—determining the adequacy of participant records. 
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Monitoring, self-evaluation, and auditing procedures are essential 
if the governors are to carry out their oversight responsibilities 
effectively. These management systems are valuable in identifying 
systemic problems because they provide feedback independently of 
each other. 

Twenty-fiv<s of the state systems needed improvement in pre- 
paring clear and enforceable contracts or grants with service de- 
livery entities. For example, one state did not plan to require 
SDA subgrantees to include important internal control information 
in job training plans explicitly required by the act, such as 

—"procedures for identifying and selecting participants and 
for eligibility, determination, and verification?" and 

--"fiscal control, accounting, audit and debt collection pro- 
cedures to assure the proper disbursal of, and accounting ' ' 
for, funds received under this title." 

Another state's system for awarding contracts was weak because it 
did not. provide for, among other things, separation of duties to 
assure adequate internal control. If contract and grant agreements 
with SDAs' are unclear or they contain provisions that are unen- 
forceable, neither the state nor federal governments will be able 
to hold the SDAs' responsible for compliance with the act. 

The IG reported the overall results of his audit to ETA on 
September 30, 1983. He disclosed that only 4 of the 57 entities ' 
reviewed were ready to begin program operations effectively. 
Forty-four entities could be ready if they completed 'draft proce- 
dures and planned developmental work as promised. Nine entities 
would have to work extra hard to be ready to begin operations. As 
a result Of the IG audit, ETA agreed to provide immediate technical 
assistance to the 9 entities considered not likely to be able to 
begin operations effectively on October 1, 1983. ETA also agreed * 
to review all entities during the first few months of JTPA opera- 
tions, to determine if draft procedures and controls were ade- 
quately completed, planned procedures and controls were adequately 
developed, and all necessary systemis were implemented and working 
effectively. 

In response to the IG's report, ETA has determined that nearly 
all critical state systems have been developed. ETA conducted a 
state-by-state follow-up during the 9-month transition phase and 
found that "draft and planned procedures had been completed and put 
in place." In the instances where def iciencie^s were found, ETA 
advised us that recommendations were made and assistance was pro- 
vided as necessary. However, the follow-up did not include a re- 
view to assure that the procedures had been fully implemented and 
were working effectively, as recommended by the IG. 

In addition to this review, ETA and the IG conducted a joint 
training session on fraud, waste, and abuse for state JTPA 
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representatives. The purpose, of the session yaa to inform state 
program administrators about the iG's experiehces and a^out the' 
typefe of fraud, waste, and abuse found, . * 

* • 

We believe that ^hese measures, especially the IG's review, of 
•the states.' JTPA system designs, are very positive. ETA's follow- 
up on thfe states' progress in correcting the system design 
weak-ne«ses identified 'by the IG is important in assuring the effec- 
tiveness 6f JTPA. -While eadh of these frtfnt-end efforts are com- 
mendable, the test of their usefulness is whether the systems are 
actually pperating as intended. »- 

CONCLUSIONS AND OBSERVATIONS 

Our analysis disclosed . that mbst of the CETA. fraud and abuse . 
occurred in Title II, and specifically in the services for the • 
economically disadvantaged which -included activities such as class- 
^jfoom and on-the-job training. It wis most often committed by em- 
ployees pf the organization that provided the training and serv- 
ices. 

'4. 

We found that the fraud and abuse problems that hampered CETA 
were due largely to poor ihte-nal controls within the organizations 
providing CETA services, especially in^ accounting and reporting. ' 
While JTPA differs from CETA in some, aspects, under both, ifunds are 
spent by local service providers. We believe it is important to 
assure that adequate internal control sys'tems are developed and im- 
plemented at all levels early in. JTPA programs in order to prevent 
« fraud and abuse rather than only t6\ respond to problems after they 
arise. 

The .inspector general has recognized the need for prevention 
and made a positive step by con.ducting an audit of state JTPA plans 
just prior to the implementation of the , program. Those reviews 
pointed out many weaknesses ip th^ states' plans to monitor con- 
trols at the service delivery level.' The IG recommended that ETA 
review all the states during the first few months of JTPA opera- 
tions to determine whether planned procedures and controls were 
adequately completed and whether all necessary systems were imple- 
mented and working effectively. ETA has followed up on the IG's 
reviews and determined that nearly all critical systems have been 
developed. Labor must now assure that its future monitoring ef- 
forts verify that the states' procedures to review the adequacy of 
subgrantee controls are in place and working effectively. 

AGENCY COMMENTS AND 
OUR EVALUAT ION 

C 

In responding to our draft report. Labor said that it is im- 
portant to be clear that the inspector general's survey evaluated 
state systems during the planning stage and that subsequent follow- 
up by ETA showed that draft and planned procedures and controls had 
been completed and put in place. Labor also stated that in the few 
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ins,tances where deficiencies were found during the fol low-up , rec- 
onunendat:ions were made and assistance was provided as necessary. 
Our report has been amended to Include additional detail on ETA 
follow-up actions. 

Labor also Indicated that a compliance review system that Is 
responsive to GAO's concerns about future oversight Is being estab- 
lished by ETA. The system will address pertinent functions such as 
financial and cash management, state monitoring systems and audit 
plans, management Information systems, procurement management, pro- 
gram limitations, eligibility determinations, and grievance proce- 
dures. Labor further <9tated that because the administration of 
JTPA is essentially a state function » Its review mechanism and 
guides focus on state systems and procedures to assure compliance. 
ETA does plan, however, to conduct sample reviews at the service 
delivery level to verify that the states' requirements are in fact 
in place and functioning. We agree with this approach and stress 
that ETA must do sufficient testing at the service delivery level 
to determine whether the states are fulfilling their responsibili- 
ties to assure the adequacy of internal controls at the service 
delivery level. 

Labor also suggested it might be helpful to sort out generic 
problems of management and control from those that are peculiar to 
particular CETA titles and types of programs, such as classroom 
training or work experience. ETA suspects that such an analysis 
might provide different insights into the precise nature of past 
CETA problems and parallels to JTPA. .However, our analysis of man- 
agement and control problems for cases in the classroom training or 
work experience programs showed that the same underlying causes 
were evident with accounting and reporting weaknesses representing 
the greatest percentage of i%caknesses found — 78 percent. 

With regard to our comments concerning the weaknesses in the 
IG's fraud data base. Labor responded that the IG systext has been 
refined to ensure that the type' of fraud or abuse that occurs is 
accurately classified and cases are tracked through final disposi- 
tion. Labor also stated that our suggestion concerning enhancing 
the IG fraud oata base by including cases investigated by state and 
local officials had merit and could be 'handled by the data system. 
However, Labor officials indicated that there was TitT feasible way 
of becoming aware of fraud cases and capturing the data unless the 
Labor IG is involved in the investigation. 

While we realize -that it would be difficult to obtain informa- 
tion on every case, we believe the IG data base would be enhanced 
if information on JTPA fraud and abuse reported to him and investi- 
gated by others was included. Procedures establishing ETA's in- 
cident reporting system require the states, service delivery areas, 
recipients, subrecipients and Labor officials to report all in- 
stances of JTPA fraud and abuse to the Labor IG. This system and 
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other sources of information could provide leads on JTPA fraud and 
abuse cases investigated by othefs that could be monitored by the 
IG, 

Labor also suggested some minor changes to improve the clarity 
of the report which we have incorporated. 
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December 20. 1982 



Honorable Charles A. Bowsher 
Comptroller General of the United States 
General Accounting Office 
Washington, D.C. 20548 

Dear Mr. Comptroller General: 

As you know, the Permanent Subcommittee on 
Investigations, of which I am the Ranking Minority Member, 
is directed to examine, among other things. Inefficiencies, 
fraud, corruption, and malfeasance In government operat ons , 
and syndicated and organized crime. The Subcommittee also 
has been supportive of Improved federal law enforcement and 
strengthened anti-fraud procedures In government. 

In light of the Subcommittee's jurisdiction, I 
would like to request that the General Accounting Office 
undertake an examination of fraud In ^ed;*^*! ly-;P°;?°nJ.r«<f 
employment and job training efforts. I have JPf Jj. 
In the Comprehensive Employment and Training Act ^ttiA;. 

CETA, which will soon expire, was the largest and 
most costly employment and job training program In history. 
Estimates Indicate that from 1975 to 1982, total CETA 
funding was more than $54.7 billion. 

The Administration Ind Congress are responding to 
the present high unemplayMflt rate with a new program, the 
Job Training PartnershljHctJ In addition, severa other 
proposals have been put forwSrd to deal directly wth 
unemployment and job training. Some economists believe that 
high levels of unemployment will persist throughout the decade 
of the 80s. Should that occur, more employment and Job 
training programs will be proposed and It Is likely that some 
will be enacted. 

It Is my view that befor? committing the nation 
to additional employment and/or job training programs of 
great size, the Congress and the Executive Branch should make 
every effort to organize and manage such programs In such 
a way as to reduce to the extent possible their vulnerability 
to criminal exploitation. 
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Even the most needed and most efficiently managed job 
training program will lose necessary public support If It Is 
burdened by frequent allegations of fraud. That Is a lesson 
the CETA experience taught. A serious handicap which CETA had 
to operate under was tl:ie many allegations of program fraud. 
Unfortunately, In too many Instances, the publicity surrounding 
the reported fraud gave the entire program a negative image. 
Much valuable public support was lost. Many experts concede " 
that CETA was damaged considerably by reported fraud. 

The General Accounting Office, working, closely with 
the Departments of Labor and Justice and other agencies, could 
make an Important contribution to more effective employment 
and job training programs by undertaking a study of CETA's 
fraud problems. In a program as large as CETA, extending over 
eight years, certain forms of reported fraud may have been more 
prevalent than others. Similarly, it may be that certain areas 
of CETA were largely free from reported fraud. Patterns of 
this kind, detected, documented and then brought to the attention 
of Congress, would be useful In demonstrating how current and 
future employment and Job training programs can be organized 
and managed to allow for a minimum of program fraud. For 
example, it would be useful to have GAO's evaluation of the 
fraud, problems in CETA's Title II-B (training for the 
d1sadvant»fledj; Title IV-A (training for youth); Title IV-C 
(summer youth); Title VI (public service employment); and 
Title VII (private sector initiative). In addition," it would 
be informative to know if the CETA experience demonstrated 
fraud was less, or more, likely to occur in programs designed 
and managed by the private sector. Similarly, did it make a 
difference in terms of fraud if programs were managed at the 
state or local levels? 

In preparation for this request, Fred Asselin of 
the Subcommittee's Minority staff met with Maurice Moody of 
the GAO Human Resources Division arid Lawrence Sullivan of the 
Accounting and Financial Management Division to discuss, on 
a preliminary basis, the proposed GAO inquiry. It was felt 
that such an investigation should be limited to reported fraud 
only and that GAO's effectiveness in such an effort would be 
enhanced by having access to investigative files of the Labor 
Department. 

Further qu^^stions about this request should be 
referred to Eleanore J. Hill, Minority Chief Counsel, at 
224-91 57. 




Sam Nunn 
Ranking Minority Member 
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WEAKNESSES IN STATE SYSTEMS FOR OVERSIGHT 
OF SERVICE DELIVERY AREA JTPA OPERATIONS 
(57 STATES/TERRITORIES)'' 



Monitoring and auditing the financiai 
and programmatic performance of 
service dalvery area subgrantees 



Ensuring piempt corrective action on 
deficienciee noted in monitoring 
evaiuatiofi and audit reports 
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Inadequate 
Adequate 



61 



1 



10 . 20 30 40 50 60 
Number of States/Territories 



70 



'Includes the fifty states plus the District of Columbia, the Commonwealth of Puerto Rico, 
American Samoa, Quam, Northern Mariana Islands. Trust Territory of the Pacific Islands and the 
Virgin Islands. 

Source; Individual state audit reports issued by the Department of Labor Inspector General after 
the audit of the states' JTPA system development. 
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U.S. Department of Labor 





AUG -31964 



Mr. Richard t, Fogel 
Director 

Human Resources Division 

U.S. General Accounting 0££ice " 
Washington, D.C. 20548 

Dear Mr. Fogel: 

This is in response to the General Accounting 0££lce (GAO) 
dra£t report titled, "Strong Internal Controls at Service 
Delivery Level Will Help Prevent CETA-Type Fraud and Abuse 
in Job Training Partnership Act Programs." The Department 
o£ Labor (DOL) welcomes the opportunity to provide comments 
and additional in£ormation on this subject. 

With re£erence to the Job Training Partnership Act (JTPA) 
activity, it is important to be clear that the Inspector 
General's (IG) survey during the summer o£ 1983 looked at the 
status o£ systems during the planning stage and prior to 
program implementation. Subsequent followup by the Employment 
and Training Administration (EtA) on a State-by-State basis 
during the 9«month transition period did find that dra£ti' and 
planned procedures and controls had been completed and put in 
place. In the few isolated instances where ETA found defi- 
ciencies, recommendations were made and assistance provided 
as necessary. 

Furthermore, ETA has now established a compliance review system^ 
which is responsive to GAO's concerns about future oversight 
efforts. This mechanism provides for periodic Federal review 
of critical systems in each State..- A number o£ review guides 
to be used by Federal staff have already been issued, and the 
remainder will follow shortly. Guides which are most pertinent 
to the kinds of concerns raised by GAO include financial ai>d 
cash management. State monitoring systems and audit plans, 
management information systems, procurement management, program 
limitations, eligibility determination ind grievance procedures. 

Since the administration of JTPA is essentially a State 
function, within the parameters of the Aci: and regulations, the 
review mechanism and guides focus on State systems and proce-. 
dures to ensure compliance. They do, however, provide for 
sample review at the service delivery area to verify that the 
State's requirements are, in fact, in place and functioning. 
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With reference to the draft report's discussion of the frequency 
end types of fraud and abuse under the Comprehensive-Employment 
and Training Act (CETA) , ETA has suggestions that might make 
that analysis more usei^ul. The GAO may want to cphslder iden- 
tifying the relative sizes of the programs during the Fiscal 
Year 1981 and 1982 period from which the sample of fraud and 
abuse cases was drawn. In addition, in categorizing the types 
of CETA fraud an4 abuse, it would be helpful ^o sort out generic 
problems of management' and control from those which were peculiar 
to particular CETA titles and typedVof progtams (e.g., classroom 
training, work experience). It is ETA's suspicion that such 
analyses would provide some different insights into the precise 
nature of past problems and parallels to JTPA. 

With regard to the drafts report's comments concerning the Office 
of Inspector General's fraud data base, it should be noted that 
the system that had been established in 1979 has. been greatly 
enhanced. The current IG system has been refined to ensure that 

the type of-fraud or abu«%^th«t occurs i s a c c urately-daseif ied 

and tracks a case through to its final disposition. 

The report also suggests that the IG data base on fraud cases 
could.be enhanced for analytical purposes by including JTPA 
cases initiated by State and local offiqials. While this 
suggestion may have merit and pur data system is capable of 
handling such information, there is no feasible way for our 
being aware of fraud cases and actually capturing the data 
unless we- have become involved in the. investigation. Currently, 
State and local investigative agencies do not maintain case 
data by Federal act violated, and we know of no way to force 
them to do this. Additionally, GAO's auditing standards do 
not require external auditors to report any findings of fraud 
to the. DO L, so there ii not a readily usable existing informa- 
tion mechan.^.sm. (See GtO note on next page.) 

Finally, the Department suggests a few minor changes which would 
improve the clarity of the GAO report. They are as follows: 

* Page 3 - The language on selection of service 
providers appears actually to relate to the 
selection of the grant recipient and adminis- 
trative entity at the service delivery area 
level. Bow individual service providers are 
to be chosen is determined by the agreement 
of the Private Industry Council and local 
elected officials* 
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* Pag* 5 - Th« report refers to "Labor approved 
State. operational plane." The only State plan 
which DOL sees is the Governor's Coordination 
and Special Services Plan (GCSSP) . The GCSSP, 
which is checked for overall compliance with 
the provisions of the Act, is not really an 

«' operational plan. 

* Appendix IV - The State allotment list includes 
figures for the 1984 Summer Program (Title IZ-B) 
and for Program Year 1984 (Titles II-A and III) 
rather than for all of Fiscal Year 1984 as, 
indicated in the heading. 

If you have any questions or would like to discuss any portion 

of these commentSr Pl^ase-cont^t- appropriate^ DOL staf f through 

your usual channels. 

Sincerely, 

P^ICK,.^y^ • KEEPE 

fleputy Assistant Secretary of Labor 



GflO Note : The GAO standards for financial and ooinpliance audits 
do require the auditors' reports to include *indica- 
tions of fraud, abuse, or illegal acts found during or 
in connection with the audit." Further, it is required 
that "Written audit reports are to be submitted... to 
the appnjpriate officials of the organizations requit^ 
ing or arranging for the audits.... Copies of reports 
should also be sent to other officials who may be re- 
sponsible for taking action and to others authorized to 
receive such reports." (See Standards for Audit of 
Governmental Organizations, Programs, Activities and 
Functions , 1981 revision, GAP, pages 28 and 27 respec- 
tively. ) 

In addition, the implementing regulations for progra-ns 
under the Job Training Parrnership Acttequire that 
"Ihe State shall submit the audit r9PQrt( si covering 
all Title II and III funds received by the state, to 
the cognizant Federal audit agency or the Inspector 
General, of the Department, as appropriate, when com- 
pleted." (See 20 C.F.R. 629.42(b).) 
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